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EDITORIAL DEPARTMENT NOTE 


In the eight months since January, 1935, during which the 
present Congress has been in session, the subject of social legis- 
lation has been prominently before the American people. Ad- 
vanced as one of the major objectives of the Adminstration, the 
Social Security Bill which became law on August 14, has been 
hailed as the most important piece of reform legislation ever 
enacted by our Congress. This Act establishes a broad founda- 
tion for a compulsory system of old-age pensions applicable tc 
approximately 25,000,000 persons gainfully employed in indus- 
trial and commercial enterprises. It also furnishes the frame- 
work for the ultimate enactment of unemployment compensation 
laws by the various states. 

The contributor of the present article, which describes the gen- 
eral provisions of the Act and their effects upon business, has 
hac opportunity to observe the progress of this legislation from 
the vantage point of Washington. As a member of the staff of 
the Chamber of Commerce of the United States, he has been in 
close touch with developments in Congress and with the point of 
view of business executives regarding social legislation. 

Before coming to Washington in 1930, Mr. Gunnarson was 
associated with the food industries in Minneapolis—first in flour 
milling, and later in the distribution of food products through 
chain stores. He is a graduate of the University of Minnesota 
and of the Harvard Graduate School of Business Administra- 
tion. He has taught accounting and economics at several educa- 
tional institutions, including the two mentioned. 

Originally a member of the Minneapolis Chapter, Mr. Gun- 
narson took an active part in the organization of the Washington 
Chapter in 1932 and was elected to serve as the chapter’s first 
president. Elected a National Director in 1934, he has served 
as Director in Charge of Research since that time. 
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THE SOCIAL SECURITY ACT AND ITS PROBLEMS 
FOR MANAGEMENT 


By A. B. Gunnarson, 


Chamber of Commerce of the United States, Washington, 
D. G. 


wo the passage of the Social Security Act, a law having 

far-reaching effects and implications has been placed on the 
statute books. This law opens up an entirely new field in the 
relations between American citizens and their government. Its 
provisions establish a compulsory system for the payment of 
old-age benefits to superannuated workers who have been em- 
ployed in industrial and commercial occupations, and deals to some 
extent with the problem of establishing plans for providing unem- 
ployment benefits. Since the provisions of the Act affect large 
numbers of employers and their employees, there is need for thor- 
ough examination of the measure,—not only its benefits but also 
its costs, both direct and indirect, and the prospects for further 
expansion of costs in the future. 

Although this legislation attracted wide attention during its con- 
sideration by Congress, so that many persons are somewhat fami- 
liar with the Act’s general objectives, the many changes made in 
the language of the bill by committees and by both houses of 
Congress, make it especially important that the Act in its final 
form be clearly understood. The Act itself, however, does not 
contain specific answers to many of the questions which will arise. 
Rules and regulations will be issued later by various agencies au- 
thorized to administer its provisions. With respect to some phases 
of the Act it is probable that review by the courts will be re- 
quired to clarify the issues. 

To the managements of American business enterprises, the Act 
is especially important because its provisions impose new forms 
of taxes upon the operations of business, and because the federal 
government steps into relationships between employer and em- 
ployee in a manner heretofore considered to be beyond its au- 
thority. Laying aside al! questions regarding the power of the 
federal government to deal with the employment relationships re- 
ferred to, there remain, however, numerous problems which em- 
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ployers must solve in their endeavors to comply with the provi- 
sions of the Act and with the rules and regulations which will 
be issued ultimately by various government agencies. 


TAXING PROVISIONS OF THE ACT 


Of paramount importance to employers are the new tax bur- 
dens, both direct and indirect, which the Act places upon them. 
New direct taxes will become effective in part on January 1, 1936, 
although not payable until 1937. Beginning at relatively low 
rates, these taxes will increase by successive steps for a period 
of 13 years. In addition to the taxes specifically levied upon em- 
ployers, there will be direct taxes levied upon millions of em- 
ployees in American industrial and commercial establishments,— 
with the employer acting as tax-collector for the amounts to be 
contributed by employees. These direct taxes on employers and 
employees will fall far short of providing the funds required for 
paying the various types of benefits granted in the Act, and the 
deficiencies which will arise must be met through imposing higher 
general and indirect taxes, or by other means. 


Forms of New Taxes 


Two new kinds of federal taxes are provided for in the Act. 
Both are to be computed on pay rolls. One tax, described as an 
“excise tax,” is payable on and after January 1, 1936 by every 
employer (with some exceptions) who regularly employs eight or 
more persons. 

The second tax, to become effective January I, 1937, is to be 
imposed upon all employers coming within the scope of the Act. 
No limitation is placed on the number of employees subject to 
taxation. An employer of only one person must pay the tax re- 
quired. An equal and similar tax, described as an “income tax 
on employees” is to be levied upon those employed by the em- 
ployers subject to taxation. Both taxes are to be used for the 
creation of huge reserves from which old-age annuities will be 
paid to those on whose account taxes have been paid. 

The two kinds of taxes, for unemployment benefit purposes and 
old-age annuity purposes, while beginning at relatively low rates, 
increase to substantial figures in later years, as indicated in Ex- 
hibit 1. 
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Exuusit 1 


FeperaL TAxes Imposep Upon Empioyers AND EMPLOYEES UNDER THE 
Socta, Security 


Taxes in Per Cent of Pay Roll 


Taxes Taxes for Old-Age 
Upon Employers Annuities 
Calendar for Unemployment U Upon Total 
Years Benefit Purposes Employers Employees Taxes 
dias 3 1 1 5 
3 1% 1% 6 
3 2 2 7 
3 2% 2% 8 
3 3 3 9 


Tax Base—Pay Rolls and Wages 


The taxes levied under the Act are to be computed in relation 
to wages paid. The Act defines “wages” as “all remuneration for 
employment, including the cash value of all remuneration paid in 
any medium other than cash.” 

It is to be noted that the above definition makes no differentia- 
tion with respect to classes of employees. Taxes are to be com- 
puted on all wage or salary payments, including compensation paid 
to executives, clerical forces, salesmen, and others regularly em- 
ployed, regardless of the method used for making payments of 
employees’ earnings. 

An exception is made, however, in connection with taxes im- 
posed for old-age annuity purposes, in that only the first $3,000 of 
the annual remuneration of individual employees is subject to 
taxation. 


Employments Exempted from Taxation 


Several general classes of employments are exempted from both 
kinds of direct taxes imposed by the Act. These exemptions will 
have the effect of eliminating about 23,000,000 out of 48,000,000 
persons gainfully employed (1930 Census) from both taxation and 
receipt of benefits under the Act. The exempted employments 
are as follows : 
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a. Agricultural labor. (This exemption has the effect of ex- 
cluding approximately 10,000,000 persons gainfully employed 
in agricultural occupations). 

b. Domestic service in private homes. (This exemption affects 
some 2,000,000 persons ordinarily employed as domestic 
servants). 

c. Service performed as an officer or member of a crew of a 
vessel on the navigable waters of the United States. 

d. Services performed in certain family relationships. 

e. Governmental employments, federal and state, and subdivi- 
sions thereof. (Involves exemption of 3,000,000 persons on 
public pay rolls). 

f. Services performed for certain classes of charitable, religious, 
and educational organizations. 


Although the Act contains no specific exemptions it may be in- 
ferred from its provisions that persons who are self-employed, and 
do not have any other person working for them, are exempted from 
payment of both taxes. A similar assumption may be made to 
the effect that owners and proprietors of businesses are exempt 
from the payment of taxes on their own earnings. Clarification 
on these points should be sought in the rules and regulations to be 
issued later. 

Taxes imposed for unemployment benefit purposes are not levied 
upon an employer “unless on each of some twenty days during the 
taxable year, each day being in a different calendar week, the 
total number of individuals who were in his employ for some 
portion of the day * * * was eight or more.” 

Taxes imposed for old-age annuity purposes need not be paid 
with respect to “casual labor not in the course of the employer’s 
trade or business.” Likewise, these taxes are not payable on com- 
pensation paid to individuals who already have attained the age of 
65 years. 

Undoubtedly many questions will arise as to who constitutes 
exempted employers and exempted employees under the provisions 
of the Act. In rules and regulations to be drafted by the Bu- 
reau of Internal Revenue, the new Social Security Board, and other 
agencies, such questions undoubtedly will be clarified, and ad- 
ministrative procedure outlined. It is to be hoped that these 
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agencies at an early date will make available to all concerned 
complete information which will enable employers to make such 
adjustments in their procedure as may be required for compliance 
with the Act. 


Payment of Taxes 


The Bureau of Internal Revenue is directed to collect the taxes 
imposed. In the case of taxes for unemployment benefit purposes, 
each employer is required to make a tax return before January 
31 for the preceding calendar year. Provision is made for the 
payment of the tax in quarterly payments, the first at the time of 
filing the return, and the others at three-month intervals thereafter. 

In the case of taxes levied for old-age annuity purposes, the Act 
makes no stipulation as to the time for payment. Regulations 
on this subject will be issued later by the Bureau of Internal 
Revenue. Since the Act contemplates the creation of specific an- 
nuity credits for each eligible person employed, and since the em- 
ployer is directed to collect, as a pay-roll deduction, the tax levied 
against each employee, it is apparent that some form of record 
for each employee will be required. The Commissioner of In- 
ternal Revenue may provide for the collection of the tax by the 
issuance of stamps, coupons, tickets, or other suitable devices 
which are to be placed on sale by the Post Office Department. 
There is the possibility, therefore, that employers will be required 
to pay this tax in advance through purchase of such devices. 


Credits Against Taxes—Unemployment Benefits 

The Social Security Act, although imposing a tax upon em- 
ployers for unemployment benefit purposes, does not include any 
provision for the payment of such benefits to individuals. The 
money collected from employers as taxes will be used principally 
for making grants to states for the administration of state unem- 
ployment compensation laws. To be eligible to participate in these 
federal grants, however, the state must have a law which meets 
certain standards specified in the Act. 

In the event a state has a law which has been certified to by 
the Social Security Board as meeting the specifications laid down 
in the Social Security Act, employers in that state will be allowed 
to credit against the federal tax the amount of tax paid to the 
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state, provided the total credit does not exceed ninety per cent of 
the federal tax. If an employer makes payments into a state 
fund, for example, amounting to $1,000 and his liability for a 
federal tax is $1,000, he is allowed a credit of $900 against the 
amount due the federal government. 

The Act also provides that credits against the federal tax may 
be granted after 1937 to employers in states which have unemploy- 
ment benefit laws permitting the establishment of guaranteed em- 
ployment plans. Further, credits may be allowed to compensate 
employers who, because of favorable employment experience, are 
granted lower tax rates under their state unemployment benefit 
laws. The maximum credit allowable, however, cannot exceed 
ninety per cent of the tax payable to the federal government. 

It is intended that the provisions of the Social Security Act 
will compel each state to enact an unemployment benefit law 
of its own. In fact, this objective was clearly in the minds of 
the proponents of the measure during the period it was being 
drafted. Of course, if a state does not have a state unemployment 
benefit law,—and some states may find it necessary to amend 
their constitutions before they can enact such laws,—employers 
are nevertheless liable for the federal tax although no part of 
the money so collected will come back to the state as benefits of 
the kind payable under the Social Security Act. 


Private Pension Plans 


The Social Security Bill, after passing the House, was amended 
by the Senate to include provisions which would exempt from 
taxes employers who maintained private pension plans for the 
benefit of their employees, provided these plans granted benefits 
as liberal as those under the federal plan, and provided that the 
employer paid at least as much in premiums to maintain the pri- 
vate plan as he would have to pay in taxes under the federal plan. 
Exemption would have been granted by the Social Security Board 
upon a finding that the private plan measured up to the standards 
set forth in the Act. There was a further condition to the effect 
that if an employee left the private plan, either through choice 
or because of discontinuance of his employment, the employer 
would be required to pay into the Treasury of the United States 
an amount equal to the taxes which would have been paid in on 
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the employee’s account, by both employer and employee, plus in- 
terest at three per cent. 

Sharp differences of opinion arose in Congress when these 
amendments were under consideration. The House would not 
accede to the Senate and although all other differences in the 
bills as passed by the two houses were settled in conference and 
subsequently agreed to, the division of sentiment on the private 
pension plan question resulted in a deadlock which was not broken 
until August 8, 1935, more than three weeks after both houses 
had come to an agreement on all other phases of the bill. The 
Senate conferees then agreed to yield and the Act was passed with 
the sections relating to exemption of private pension plans entirely 
omitted. To permit further study of the question, however, a 
joint committee of both houses was appointed. This action will 
allow consideration to be given to any recommendations which 
the committe may subsequently present. Since the compulsory 
federal annuity plan does not go into effect until January 1, 1937, 
there will be opportunity for full study of private pensions plans 
in their relationship to the federal plan. 

Pending determination by Congress of the ultimate fate of the 
many private pension plans now in existence, it would seem that 
companies which are now maintaining private plans could ap- 
propriately analyze them in relationship to the provisions of the 
Act for the purpose of formulating future policies. Practically 
all existing private plans are more liberal as to benefits granted to 
employees than is the compulsory federal plan. It is probable the 
companies which now have their own plans will desire to continue 
providing benefits as liberal as before, and will, therefore, adjust 
their plans accordingly by adopting plans supplementary to the 
federal plan. It is also probable that employers who heretofore 
have not provided any annuities for their employees will wish to 
supplement the federal benefits with additional benefits under a 
private plan. In addition, these employers may wish to provide 
benefits for those who, because of advanced age or other reason, 
would not be eligible to receive federal benefits. 


Deductibility from Income Taxes 


The amounts collected from individuals as taxes for old-age an- 
nuities are not to be allowed as a deduction to the taxpayer in 
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computing his net income for the year in which such tax is deducted 
from his wages. 

On the other hand, tax payments made by employers for both 
unemployment and annuity benefit purposes, are presumably to 
be deductible as a necessary expense of doing business. Official 
rules and regulations must be consulted for specific direction on 
this subject. 

BENEFITs PAYABLE 


Unemployment Compensation 

As previously indicated, no benefits become payable from the 
United States Treasury to individuals as a consequence of the 
payment of federal taxes by employers under the unemployment 
compensation provisions of the Social Security Act. Grants to 
states by the federal government are limited to payments for as- 
sisting states to administer their own unemployment benefit acts. 
Payment of such grants may not be made, however, unless the 
provisions of the state laws conform to certain specifications enum- 
erated in the Act and unless such conformance is certified to by 
the Social Security Board. 

The Act is designed to serve as an incentive to the states to 
enact unemployment compensation measures of their own. Aside 
from being required to conform with a few standards set forth in 
the Act, the states are entirely free to determine the amounts of 
benefits to be paid, the amount of tax to be collected, and other 
necessary details. Recommendations on these subjects were made 
by the President’s Committee on Economic Security at the time 
it submitted its report early in the year. Subsequently, model 
state laws were prepared by the Committee for the consideration 
of state legislative bodies. 

Employers, therefore, must be familiar with both federal and 
state unemployment benefit legislation, Practically every state, at 
one time or another, has had under consideration, various meas- 
ures of this kind. In seven states (Wisconsin, New York, New 
Hampshire, Utah, California, North Carolina and Washington), 
such laws are now on the statute books. It may be expected that 
since the enactment of the Social Security Act is an accomplished 
fact there will be renewed efforts to secure the passage in other 


3 
aa 


September 1, 1935 N. A. C. A. Bulletin 


states of laws which will meet with the approval of the Social 
Security Board. 


Old-age Annuities 

Old-age benefits will be paid by the federal government to all 
individuals who are qualified to receive them under the terms of 
the Act. Qualified individuals are those who fall within the em- 
ployment categories previously referred to, who are employees, 
and who will not be 65 years old until after January 1, 1942. 


Persons Excluded from Benefits 


It is clear that many millions of persons will not receive any old- 
age annuity benefits under the Act’s provisions. In addition to 
the excluded occupations (agricultural workers, domestic servants, 
governmental employees, etc.), groups of individuals, otherwise 
eligible, who will be denied benefits include (a) persons now em- 
ployed who reach age 65 before January 1, 1937; (b) persons 
who are self-employed in professions and trades; and owners and 
proprietors of business enterprises. 

An employed person who attains age 65 between January 1, 
1937 (the date when taxes first become payable) and January 1, 
1942 (when the regular scale of benefits goes into effect), will 
be paid in a lump sum an amount equal to 3% per centum of the 
wages paid him between January 1, 1937 and the date of his at- 
tainment of age 65. 


Regular Scale of Benefits 


Benefits payable in accordance with the regular scale adopted 
are to be computed in relation to the total compensation paid the 
beneficiary beginning with January 1, 1937. Compensation paid 
in excess of $3,000 per annum to any individual is to be disre- 
garded in the calculation. Varying rates are applied to determine 
the amounts of monthly benefits as follows: 

On the first $3,000, one half of 1 per cent 

On the next $42,000, one-twelfth of 1 per cent 

On amounts exceeding $45,000, one-twenty-fourth of 1 per cent 
Application of these rates to wages paid for different periods will 
result in the payment of monthly annuities as indicated in Ex- 
hibit 2, 
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Exursit 2 
MontHiy Ovp-Ace ANNuITIES PAYABLE 
Average 
Monthly Number of Years of Employment 
Compensation 10 20 30 40 
$17.50 $22.50 $2750 $32.50 
37.50 56.25 68.75 81.25 


(The monthly maximum benefit is $85.00) 


Death Benefits 


In the event an employee under the plan dies before attaining age 
65, there will be paid to his estate an amount equivalent to 3% 
per cent of his total wages received between January 1, 1937 and 
the date of his death. 

If an annuitant dies before benefits have been paid totalling 3% 
per cent of his total compensation, there shall be paid to his 
estate the difference between what he has already received as 
benefits and the amount equivalent to 3% per cent of his wages. 


OTHER PROVISIONS OF THE ACT 


Aside from the direct taxes heretofore discussed, the Act does 
not provide any means for financing the costs of other types of 
benefits payable in accordance with its provisions. These costs 
will ultimately amount to many millions of dollars annually. 

The principal other purposes for which money is to be expended 
from the federal treasury are to aid the states in providing assist- 
ance for aged indigent persons, for children, cripples, and the blind, 
and in promoting public health activities. The largest of these ex- 
penditures will be for the relief of aged, indigent persons. 

In spite of the wide coverage of the federal old-age annuity 
plan, there will remain many needy aged persons who have insuffi- 
cient means to support themselves. Under the Social Security 
Act authority is given to appropriate federal funds for the purpose 
of matching, on a 50-50 basis, the amounts expended by states for 
aiding such aged persons. The federal contribution is limited to 
a maximum of $15 per month per individual plus 5 per cent addi- 
tional for administrative expenses. Beginning with an authorized 
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appropriation of $49,750,000 for the fiscal year ending June 30, 
1936, it has been estimated by the President’s Committee on Eco- 
nomic Security that the federal subsidies to the states which will 
be required by 1950 will exceed $50,000,000 annually. At least 
equal amounts must be raised by the states. 

Other provisions for granting aid to the states will require ex- 
penditures of additional federal funds. The purposes for which 
these appropriations are made, and the amounts authorized to be 
expended for the fiscal year 1936-37 are as follows: 


2,850,000 


In the case of aid to dependent children, the federal grant is 
limited to one-third of the amount to be expended for the purpose 
by each state, whereas in the other three instances, the federal 
subsidy is limited to one-half of the amounts to be expended. On 
the basis of the above estimates, the states will be required to 
expend at least $59,150,000 annually of their own funds for the 
purposes listed. No provision is made in these estimates for 
expenses of administration, either by the states or by the federal 
government. 

Further annual expenditures of federal funds are provided for 
in the Social Security Act for the following purposes : 


* ($1,938,000 annually beginning July 1, 1937) 
The above estimates include no allowance for administrative 
costs in the case of the first two items. 


Aggregate Costs 


To the extent that reasonable estimates can be made on the basis 
of information now available, it is apparent that the costs of main- 
taining the social security program embodied in the new Act will 
ultimately amount to billions of dollars annually. A general sum- 
mary of these costs is shown in Exhibit 3. 
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Exuusir 3 


COSTS OF SOCIAL SECURITY PROGRAM 


(Millions of Dollars) 


1937 1938 1940 1950 1960 1970 


1936 
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Part of the burden of maintaining this program is to be carried 
directly by employers and employees through the direct taxes im- 
posed under the Act on pay rolls and wages. The remainder of 
the burden must be carried by other means not provided in the 
Act, in all probability through higher federal and state taxes of 
a general nature. 

A further consideration regarding prospective tax burdens re- 
quires emphasis. It has been frequently stated by advocates of 
social legislation that the present Social Security Act is only a be- 
ginning toward an ultimately broader program which will include 
other types of benefits as well as more liberal benefits of the kind 
provided in the measure recently enacted. There can be no ex- 
pectation, therefore, that the costs will decrease in future years,— 
there is every reason to believe that the ultimate costs will ex- 
ceed the estimates given. 

In viewing the prospects for higher taxes in future years for 
social benefit purposes, there should be kept in mind other tax 
requirements for both federal and local purposes. During recent 
years, expenditures of federal funds have far exceeded receipts 
with the result that the public debt of the federal government as 
of June 30, 1935 stood at 28 billion dollars—an all-time high. 
It is obvious that the liquidation of this enormous debt will entail 
added tax burdens for many years to come. 


PBoBLEMS OF MANAGEMENT 

Many problems will arise in the administration of the Social 
Security Act. Some of these can be anticipated, while there un- 
doubtedly will be others which will arise in the months to come. 
The managements of all types of industry and trade, therefore, 
face real problems with respect to adjusting their operating pro- 
cedure in conformance with the requirements of the federal Act 
and the companion laws which have been or will be enacted by 
the several states. 

Without attempting to prepare an exhaustive list of suggestions, 
the following may be of assistance in furnishing a guide to man- 
agement for adjusting its procedure to requirements of social 
legislation : 

1. Become familiar with the provisions of the Social Security 
Act as approved by the President. (Copies of the law may 
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be obtained at a small charge from the Superintendent of 
Documents, Government Printing Office, Washington, D. C. 
Organizations such as the Chamber of Commerce of the 
United States, Washington, D. C.; the National Association 
of Manufacturers; and trade associations representing spe- 
cific industries, can supply copies of the law and of in- 
terpretative statements). 


. Have available rules and regulations regarding the Act which 


will be issued at a later date by the Bureau of Internal 
Revenue, the Social Security Board, and other federal agen- 
cies authorized to administer its various provisions. Such 
rules and regulations are not yet available but notice of their 
issuance will be made through the press. 


. Where state laws relating to unemployment benefits have 


been passed, or are pending, keep informed regarding the 
requirements of all state agencies concerned. 


. Labor records may need to be analyzed for the purpose of 


classifying types of employment. Ascertain the requirements 
of federal and state laws in this respect. 


. In the preparation of budgets covering operations after Jan- 


uary I, 1936 allowance must be made for the new federal 
unemployment taxes for which employers will become liable 
at that time. In addition, recognition must be given to re- 
quirements of states for special taxes to be imposed for 
similar purposes. Budgets for 1937 and later years must 
be prepared in view of the increasing rates of special taxes 
which will be imposed under federal and state social legisla- 
tive measures, and of other taxes which will be required 
for financing increasing governmental costs. 
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